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KEY ECONOMIC INDICATORS 
In millions of U.S. dollars unless noted 


1989 1990 1991 
Domestic Economy 

Population, mid-year (millions) 54.9 56.1 57.3 
Population growth (%) 2.2 2.2 2.2 
GNP in current dollars (a) 110,065 151,773 149,311 
Per capita GNP, current dollars 2,005 2,706 2,605 
GNP in Turkish lira 

% change in 1987 prices 
Public Sector Borrowing 

Requirement as % of GNP 
Consumer Price Index % change 
Wholesale Price Index % change 


Production and Employment 
Labor force (1,000s) 
Unemployment (average % per year) 
Industrial production (1986=100) 


Balance of Payments 
Exports (F.O.B.) j 
Imports (C.I.F.) 15,792 21,038 
Trade balance -4,167 -7,440 
Net workers’ remittances 2,942 2,737 
Current account balance 961 272 
Foreign debt (year-end) 41,751 48,661 
Debt service paid 7,170 7,535 
Debt service % of 
merchandise exports 60.9 55.0 
Foreign exchange reserves (year-end) 7,959 10,760 
Average exchange rate (TL/$) 2, i232 4,170 


Foreign Investment 
Cumulative Total 1,884 ‘ 3,380 
Cumulative U.S. 217 389 


U.S. Share (%) 11.5 10.1 11.5 


U.S.-Tur Trade 
Turkish imports from U.S. 2,094 2,282 2,241 
% of total imports 8.4 10.2 10.7 
Turkish exports to U.S. 971 968 913 
% of total exports 13.3 7.5 6.7 
U.S. bilateral aid 
Economic (U.S. Fiscal Year) 60 14 251 
Military ° 504 501 504 


Principal imports from U.S. (1991): iron & steel, machinery, 
aircraft, tobacco, mineral fuels, cereals. 

Principal exports to U.S. (1991): tobacco, textile products, iron & 
steel, jewelry, food products. 


(a) In producers’ value. 

In 1991, State Institute of Statistics changed the weightings and 
methods used to calculate national income. Previous years’ 
statistics in this report have been restated to reflect the charge. 


Sources: State Institute of Statistics, State Planning 
Organization, Central Bank of Turkey 





SUMMARY 


Turkey’s economy was challenged in 1991 by the effects of the Gulf 
War and a hard-fought election campaign that resulted in the 
formation of a new government. Nevertheless, Turkey sustain 0.3 
percent GNP growth for the year, although the consumer price index 
was up 71 percent. Conditions improved in the first quarter of 1992 
with 6.7 percent real GNP growth and lower inflation figures. The 
continuation of these trends depends on the new government’s 
commitment to reducing the state’s role in the economy and to 
controlling the budget deficit. 


Prior to 1980’s the Turkish Government pursed an import substitution 
development policy; however, in the early 1980s Turkey initiated 
reforms to increase exports and decrease economic insulation. The 
philosophical underpinnings of the reforms included increased 
reliance on market forces, decentralization, export-led development, 
lower taxes, and privatization. These reforms brought Turkey 
impressive benefits, including the highest GNP growth rate of any 


country of the Organization for Economic Cooperation and Development 
(OECD) in 1990. 


PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Growth: Despite the Gulf Crisis, Turkey’s economy grew 
nearly 10 percent in 1990 due to government spending increases and 
recovered agricultural output following the 1988-89 drought. 
However, continued high inflation and the effects of the Gulf War 
tipped the economy into recession in the first half of 1991; a 
modest recovery occurred in the second half of the year. 


Agriculture, which accounts for 16.2 percent of GNP, declined by 
1.5 percent in 1991; services, including construction, trade, 
transport and communication, and government services, grew by 0.6 
percent; industry, responsible for 27.6 percent of GNP, saw modest 
2.6 percent real growth. Industrial private sector growth amounted 
to 5.4 percent, while the public sector saw a 0.4 percent decline. 
The largest gains in the industrial sector were in the oil and gas, 
(21.5 percent) and machinery (11.8 percent) sectors; the biggest 
declines were in the “other manufacturing industries" (22.7 percent) 
and textiles (8.6 percent) sectors. Capacity utilization in 1991 


ranged from 71.6 percent in the first quarter to 76.4 percent by the 
fourth quarter. 


1992 is off to a better start: Real GNP growth in the first quarter 
was up 6.7 percent, led by a 10.4 percent increase in industry; 
services were up 4.7 percent and agriculture rose 2.3 percent over 
the same period in 1991. However, these growth figures are based on 
a comparison with the first quarter of 1991, when the Gulf War was 
in progress. The government program for 1992 calls for 5.5 percent 


real GNP growth during the year. The OECD has predicted a more 
modest increase. 


Consumption and Investment: Despite the growth recession, consump- 
tion continued to increase in 1991, particularly in the public 
sector, where it grew 6 percent. Private consumption was up 


4.1 percent. Consumption growth outpaced production growth due to a 
4.1 percent decline in stocks. 





Reflecting the economic uncertainty, gross fixed investment suffered 
a 1 percent decline in 1991. Public sector investment rose by 

1.9 percent led by big increases in agriculture and manufacturing; 
private sector investment declined by 3.1 percent. This decline 
follows several years of substantial growth in private sector 
investment: 13.5 percent in 1988, 3.3 percent in 1989, and 19.7 
percent in 1990. Sectors with substantial private sector investment 
in 1991 were in energy, transportation and communication, health, 
and education. 


Inflation and Wages: Inflation, fueled primarily by growing public 
sector deficits, remained a concern in 1991. Growth in 
infrastructure investments have exacerbated the inflationary strains 
of a high rate of private consumption. While the Turkish Government 
took measures in 1988 to reduce inflation, the 1988-89 drought 
caused agricultural prices to soar. Inflation, as measured by the 
Consumer Price Index (CPI), reached 74 percent in 1988 but began to 
fall in 1989 through mid-1990, at least partly as a result of the 
government’s relaxation of import restrictions. 


The increase in petroleum prices in response to the Gulf Crisis 
caused an acceleration of inflation during the last quarter of 1990, 
and the year ended with CPI growth of 60 percent. High budget 
deficits, spurred by pre-election spending such as wage increases 
pushed CPI inflation back up to 71 percent in 1991. The Wholesale 
Price Index, (WPI) which had gone up 49 percent in 1990, was up 59 
percent in 1991. For the first six months of 1992, the CPI was up 
27 percent and the WPI is up 26 percent; for the 12 months ending in 
June 1992, the CPI was up 66 percent, and the WPI was up 58 percent. 


Throughout most of the 1980s wages failed to keep pace with 
inflation; however, beginning in 1989 real wages began to increase 
substantially. This trend continued in 1990 and 1991. Prior to 
the general election, public sector workers were given a 160 percent 
increase, and private sector employees were granted on average a 

150 percent nominal increase. In real (inflation-adjusted) terms, 
private sector wages were up 31 percent in 1989, 16 percent in 1990, 
and 51 percent in 1991; public sector real wages rose 39 percent in 
1989, 26 percent in 1990, and 57 percent in 1991. 


Public Finance: A serious imbalance between government revenues and 
government spending is the cause of Turkey’s inflation problem. 

1991 saw no progress in resolving this problem: the public sector 
borrowing requirement (PSBR) reached a record 9.2 percent* of gross 


national product (GNP), up from 7.7 percent in 1990 and 5.2 percent 
in 1989. 


Consolidated central budget (which excludes the state economic 
enterprises and extra-budgetary funds) spending in 1991 amounted to 
(Turkish lira) 131 trillion ($31 billion), 29 percent above the 


* 


These PSBR figures are based on the new GNP series, which uses 
1987 as a base year. Some publications are still using the old 
1968-based GNP series, which reports generally lower GNP 


figures. Using the old series, the PSBR in 1991 amounted to 
12.6 percent of GNP. 





original budget for the year, primarily due to civil service salary 
increases and agricultural price support hikes before the October 
elections. Fortunately, revenues, at tl 99 trillion, were up 18 
percent over original projections, resulting in a central government 
budget deficit of tl 32 trillion ($8 billion), or 5 percent of GNP. 
Although the primary budget balance (which excludes interest 
payments) has been positive in recent years, it was almost 

$2 billion in the red in 1991. 


The major factors contributing to Turkey’s budget deficits are tax 
evasion (a problem which the new government has promised to 
address), losses by Turkey’s state economic enterprises (SEE’s), and 
borrowing by the extra-budgetary funds (EBF’s). OECD recently 
reported that tax collections in Turkey were a smaller percentage of 
GNP than in any other OECD country. 


In 1991 SEE net borrowing amounted to tl 20 trillion, or 3.2 percent 
of GNP. Hoping to reduce expenditures, the government has been 
pursuing a privatization program for several years, but it is 
progressing slowly due to domestic political opposition. 


In 1991 borrowing by EBF’s amounted to 0.7 percent of GNP, down 
slightly from 1990’s level. The government has announced it will 


soon move most, if not all, of the funds onto the consolidated 
budget. 


Under the government’s program for 1992, the PSBR is projected to 
fall to 6.4 percent of GNP; half of this figure would be accounted 
for by the consolidated budget, and the other half by the SEE’s and 
EBF’s. As of mid-year, however, many analysts doubted the 
government would be able to meet this target, due to 
bigger-than-budgeted civil service pay increases, higher 
agricultural support prices, and faster-than-expected depreciation 
of the lira against world currencies. 


Balance of Payments: Turkey’s external account status improved 
dramatically in 1991. A 1990 $2.6 billion current account deficit 
became a $272 million surplus last year. Both Gulf War-related aid 
to Turkey (amounting to about $1 billion) and a $2 billion 
improvement in the balance of trade contributed to this change. 


Following the liberalization of the import regime in 1989, imports 
climbed dramatically, rising some 41 percent in 1990. Due primarily 
to slowing economic growth, they declined nearly 6 percent in 1991 
to $21 billion. Despite this overall decline, imports of investment 
goods (29 percent of the total), especially construction materials, 
machinery, and equipment, continued to grow. Key sectors are 
machinery, crude oil, electrical machinery, and organic chemicals. 
Turkey’s principal imports supplier in 1991 was Germany, which 
accounted for 15 percent of total imports, followed by the United 
States, with 10.7 percent ($2.2 billion). 


Exports, which had grown more than 11 percent in 1990, continued 
this trend in 1991, rising by 5 percent to $13.6 billion. 
Manufactured goods accounted for 78 percent of total exports; 
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agricultural products for 20 percent; and mining and mineral 
products for the remaining 2 percent. Turkey’s largest single export 
sector is apparel, accounting for 21 percent of total exports in 
1991, followed by iron and steel, accounting for 11 percent. 
Turkey’s principal export markets are Germany (25 percent) , Italy 
(7.1 percent), and the United States (6.7 percent--$913 million). 
Economic sanctions against Iraq following its invasion of Kuwait 
disrupted trade relations with a major trading partner; in 1989 
Turkey had exported $445 million in goods to that country. 


Declining imports and increasing exports led to a substantial 
improvement in the trade balance for 1991: the deficit declined 
20 percent from 1990’s level to $7.4 billion. 


Events related to the Gulf Crisis had both positive and negative 
effects on Turkey’s balance of payments in 1991: official 
unrequited transfers doubled to $2.2 billion, primarily due to 
grants from the United States and other countries. Tourism 
earnings, however, declined by 18 percent to $2.7 billion. Workers’ 
remittances continued to remain an important source of foreign 
currency in 1991, although they declined 13 percent to $2.8 billion. 


Foreign Debt: At the end of 1991, Turkey’s total outstanding 
external debt amounted to $48.7 billion, down less than 1 percent 
from 1990’s figures. Of this total, 19 percent is short-term debt, 
and the remainder is medium- and long-term debt. Debt service 
payments for the medium- and long-term debt amounted to $7.5 billion 
in 1991; for 1992, this figure is expected to be $7.1 billion. 
Turkey has serviced its foreign debt in the recent past, and no 
future difficulties are foreseen. 


Foreign Exchange Policy and Foreign Investment: The Turkish lira 
has been fully convertible since 1990. Currency exchange rates are 
determined by the market, although the Central Bank often intervenes 
to dampen short-term fluctuations. On a trade-weighted basis, the 
lira appreciated in real terms by more than 20 percent in 1989 and 
1990. In 1991 real appreciation was about 1 percent in 
trade-weighted terms; however, the lira depreciated by 2 percent in 
real terms vis-a-vis the dollar. 


Net foreign direct investment (FDI) rose 10 percent in 1991 to 
$783 million; inflows were $910 million and outflows $127 million. 
The $910 million gross FDI figure represented only 48 percent of the 


$1.9 billion in capital the government authorized to enter for the 
year. 


In 1991, the United States ranked first among countries in the 
amount of foreign capital authorized to enter Turkey, with 

$456 million (figures of realized FDI are not available on a 
country-by-country basis). The United States ranked fourth in the 
share of cumulative realized FDI in Turkey by year’s end, accounting 
for about 11.5 percent. Approximately 150 U.S. firms have invested 
capital in Turkey. However, these figures understate the 
involvement of U.S. investors in Turkey, as they do not capture 
investments made by foreign subsidiaries of U.S. firms. 





A bilateral investment treaty implemented by Turkey and the United 
States in May 1990 facilitates mutual investments. The treaty 
guarantees that Turkish investors in the United States and American 
investors in Turkey will receive national treatment. It provides for 
access to all the laws and regulations which affect investments; 
unrestricted rights to repatriate capital, profits, and dividends; 
and usage of international arbitration of disputes. 


International Economic Relations: Turkey has been an Associate 
Member of the European Community since 1964. It submitted a formal 
application for full EC membership in 1987, but the membership 
process is moving slowly. Turkey and the EC are currently scheduled 
to form a customs union in 1996. Industrial exports from Turkey 
currently enter the EC duty free. 


In 1991 Turkey signed a free trade agreement with the members of the 
European Free Trade Association (Austria, Finland, Iceland, Norway, 
Sweden, and Switzerland), subject to review by members of the GATT. 
In 1992, Turkey and 10 other regional nations formed the Black Sea 
Economic Cooperation Scheme; it is not yet clear what effect this 
organization will have on trade and business. 


Due to proximity and linguistic and ethnic ties, Turkish Government 
and business people have begun to develop links with many of the 
Central Asian and Caucasian republics of the former Soviet Union. 
The Turkish Government is interested in the establishment of joint 
ventures between Turkish and foreign firms in the emerging Central 
Asian markets. Regular flights now operate between Istanbul and the 
capital cities of most of these new countries. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


There are many reasons to recommend Turkey as a place to do 
business -- the government’s enlightened and liberal trade and 
investment policies; a disciplined and productive work force, both 
blue and white collar; vast undeveloped and underdeveloped mineral 
and agricultural resources; enormous potential for development of 
the tourism sector; strategic geographic location between the 
European, Central Asian, and Middle Eastern markets; and the 
government’s deliberate intent to shrink the public sector share of 
the economy while stimulating and encouraging domestic and foreign 
private investment. Most importantly, however, the high probability 
that Turkey’s liberal, market-oriented macroeconomic policies will 
endure regardless of what government comes to power is at the root 
of investor confidence and exporters’ enthusiasm. 


Although Turkey’s economy grew by a scant 0.3 percent in 1991, U.S. 
exports to Turkey increased 8 percent to an all-time high of $2.4 
billion. The OECD has predicted that the economy will recover with 
2.8 percent growth in 1992 and 5.5 percent in 1993. Inflation 
remains Turkey’s major economic problen. 


Overall the decade of the 1990s appears to be one of continued but 
more subdued growth than Turkey experienced during the boom of the 
1980s. From 1980 to 1991, U.S. exports to Turkey increased 440 
percent ($540 million in 1980 to $2.4 billion in 1991). 





The Demirel government, which took office in November 1991, ran on 
an economic platform of lower inflation, increased enforcement of 
tax collection and continued privatization. Thus far, the 
government has demonstrated little political will to tackle the root 
causes of inflation or to shed inefficient state economic 
enterprises (SEE’s). The government made progress on meeting 
delinguient payments to contractors and slowing project pace to 
better reflect available resources. 


Turkey’s commercial and economic future rests in the private 

sector. The private sector boasts family names such as Koc, 
Sabanci, Yasar, and Eczacabasi which are important catalysts in many 
areas of industry and trade. State involvement in the SEE’s and 
other commercial areas only slows the pace of the economy. Even 
without privatization, the importance of the SEE’s will continue to 
diminish as private business production share grows. 


A notable feature of the Turkish economy is its diversity. 
Agriculture forms a solid base providing self-sufficiency in 
foodstuffs. Expansion of irrigation systems, local production of 
many farm implements and vehicles, and a rapidly developing food 
processing industry ensure continued viability. The government laid 
the foundation for heavy industry with the establishment of SEEs in 


the 1930s, which now require privatization to compete with the more 
efficient private sector firms. 


Turkey’s exports are not as diverse. Based primarily upon textiles, 
steel, agricultural products, and minerals, they have met stiff 
competition and occasional quotas. To continue export growth, 
Turkey needs to expand its product range and improve quality to meet 
Western standards. Imported machinery is required in a variety of 
industries to meet these goals. 


Trade Opportunities: Turkey is in the center of many developments, 
including those concerning the Central Asian republics, but U.S. 
exporters should first look at Turkey’s domestic market. With 59 
million people, Turkey offers a good market for raw materials and 
industrial machinery and, as per capita income increases, will offer 
an excellent market for consumer products. In Turkey today, world 
class wealth is found together with poor rural farmers and 
shepherds--but there is also a sizable and growing middle class of 
salaried workers and small business owners who are now buying 
dishwashers, larger refrigerators, and first and second cars. 


Business prospects for U.S. firms selling to Turkey remain 
promising. It is clear from market research that U.S.-manufactured 
products such as telecommunications equipment, mining equipment, 
computers and peripherals, power generation equipment, scientific 
and analytical equipment, pollution control equipment, construction 
equipment, and medical equipment are competitive in the Turkish 
market. (Note: Some of these products are credited on the export 
tallies of European countries from which they are ultimately shipped 
to Turkey by subsidiaries of U.S. firms. Agricultural commodities, 
defense equipment, and industrial raw materials figure more 
importantly in the trade data because they are not as susceptible to 
"transshipment" marketing and distribution.) 
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Major Projects: Istanbul is the seat of private business, but the 
central government in Ankara is also a major consumer and economic 
actor. For example, the majority of medical equipment is purchased 
for state-owned or state-financed hospitals and clinics. Almost all 
education is in state-run institutions. The state owns the largest 
airline; the radio and TV network; most heavy industry, including 
power generation; steel; and petrochemicals. Many of these 
industries are open or are opening to private investment, but the 
state will continue to be a key player in the economy and a key 
purchaser of goods and services. 


Turkey is an important market for major projects. U.S. firms are 
involved with government-financed projects ranging from the 
construction of highways to the production of armored combat 
vehicles, and two U.S. firms among others are bidding for a project 
to sell/coproduce helicopters worth about $1.5 billion. The Turkish 
Government’s private sector orientation is evident from the 
techniques it has used in negotiating with foreign firms. The 
government has invited foreign firms to submit proposals on the 
"build, operate, transfer" (BOT) and the revenue-sharing models, 
thereby, transferring much of the financial and operating risk to 
the foreign supplier. 


U.S. exporters, including engineering and technical consulting 
services firms, should note that Turkey is a major beneficiary of 
the North Atlantic Treaty Organization (NATO) infrastructure 
development program. Spending on NATO projects, cover various 
sectors from harbor development projects to satellite communications 
networks, is expected to continue at the recent level of about 


$350 million/year. U.S. firms wishing to compete for these projects 
must possess a NATO security clearance and must be certified by the 
Office of International Major Projects of the U.S. Department of 
Commerce as financially and technically qualified. 


Investment and Licensing Opportunities: Due to recent high interest 
rates and low domestic consumption, the Turkish private sector 
generally has been reluctant to undertake major new capital 
investments and has pursued the modernization and expansion of 
existing plant and equipment. Most major new investments have been 
joint ventures with foreign firms. 


The best opportunities for joint ventures are in the areas of 
agribusiness (including food processing and packaging), 
telecommunications, power generation, defense-related equipment, 
tourism, and mining. Several agreements have been concluded in 
these sectors, and negotiations continue. Foreign investment in 
manufacturing is also welcome, and Turkish officials emphasize the 
regional market potential of the former Soviet Union and the Middle 
East. Certain foreign investments (depending on the region and the 
dollar value) may be eligible for investment incentives which 
provide for customs duty and taxation exemptions. 


U.S. investors are prominent in the service sector, including 
banking, advertising, public accounting, and consultancy. Nine of 
the largest U.S. banks are represented in Turkey through branches, 
representative offices, or in joint venture banks. Likewise, a 
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majority of the large public accounting firms are already established 
in Turkey, and other firms have recently opened offices to provide 
legal and advertising services. Several U.S. fast food chains, car 
rental agencies, and a photocopy company have sold franchises in 
Turkey. The success of their operations will lead Turkish firms to 
seek franchises in other areas of commercial activity. 


Privatization: The Turkish Government’s plan to privatize many 
state-owned enterprises will attract additional foreign investment. 
Block sales of state enterprises concerns are proceeding slowly; 
however, the government predicts receipts of $1 billion from 
privatization sales in 1992. Substantial privatization, which will 
require foreign investment, is likely over the longer term in 
petrochemical, textile and apparel manufacturing operations, 
touristic facilities, and even Turkey’s national airline. Fields 
likely to be privatized in the short term include those for cement, 
telecommunications, electrical household appliances, steel cables, 
electric utility, iron and steel, fertilizer, ceramics, consumer 
goods marketing, automobile manufacturing, Liquid Petroleum Gas (LPG) 
manufacturing, and beverages. 


REGULATORY ENVIRONMENT 


Investment Regulations: In 1980, the Turkish Government centralized 
the foreign investment review and approval process in the Foreign 
Investment Department (FID) part of the Undersecretariat of Treasury 
and Foreign Trade (UTFT). This office is the principal point of 
contact for potential foreign investors (the tourism and petroleum 
sectors are governed by different legislation). FID officers will 
meet with prospective foreign investors and help identify potential 
Turkish joint venture partners. The FID reviews (and, to date, has 
never disapproved) foreign investment applications, including project 
feasibility reports and applicant-firm financial statements. 


Trading Practices: A local representative is a prerequisite for 
doing business in Turkey. Turkish law treats agreements between 
manufacturers and their representatives as private contracts. For 
example, a distributor can be terminated for cause or with notice 
provided for in the distribution agreement. The Department of 
Commerce’s U.S. and Foreign Commercial Service staff in Turkey 


(US&FCS Turkey) receives relatively few trade complaints against 
Turkish companies. 


In general, most new products may be freely imported without 
government permission or license. However, importation into Turkey 
of used and reconditioned equipment is only possible for certain 
types of equipment, normally in conjunction with an investment. 
Certification that quality standards have been met is required from 
the Ministries of Health or Agriculture for the importation of human 
and veterinary drugs and for certain foodstuffs. 


Import certificates are necessary for most products which need 
after-sales service (e.g., photocopiers, EDP equipment, and diesel 
generators). The import regime consists of a core list which 
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indicates the applicable customs duties and surcharges for each 
commodity. A second list consists of commodities which are 
encouraged for investment purposes and are exempt from customs 
duties (surcharges are still levied). 


The Turks are basically good, honest businessmen--they are also 
known to be indefatigable bargainers. They insist on being treated 
as partners; interested U.S. companies need to invest the time to 
get to personally know their customers. Repeat visits are essential 
to develop rapport and provide product support. 


TRADE BARRIERS 


Government Procurement Procedures: Turkey normally follows 
competitive bidding procedures for domestic, international, and 
multilateral development bank-assisted tenders. U.S. companies 
occasionally become frustrated over the lengthy and often 
complicated bidding/negotiating process. In several instances, 
Turkish Government authorities have ignored the results of "best and 
final offer" bidding competitions only to reopen bidding for the 
same project a second, and even a third time. In the defense field, 


Turkish Government offset requirements are sometimes onerous and/or 
complicated. 


Tariffs and High Import Surcharges: Although Turkey has gradually 
liberalized its trade regime, import duties remain high on certain 
products, and many imports are subject to surcharges (introducted in 
1984) and an array of taxes. The Government of Turkey has 
eliminated some surcharges, but frequent revision of remaining 


surcharge rates still create uncertainty. The highest levies amount 
to over 60 percent of the value of the imported item. By 
comparison, however, the highest tariff rate is about 40 percent 
(for luxury items), while most tariffs are 20 percent and under. 


Intellectual Property Rights (IPR): Inadequate patent protection 
for pharmaceutical products, foodstuffs, and agricultural chemicals, 
as well as lack of adequate copyright protection for software, 
motion picture films, and videotapes is an ongoing concern of U.S. 
firms. Turkey’s upgrade to the United States Trade Reprsentative 
(USTR) "Priority Watch List" for lack of adequate IPR standards in 
May 1992 is evidence of the seriousness of the issue. 


FINANCING ENVIRONMENT 


Letters of Credit (LCs) are the major import instrument. LCs are 
always irrevocable and usually confirmed. As Turkish importers 
develop long-term contacts and improve their credit standing, there 
has been an increasing move to accept cash-against-documents and 
cash-against-goods shipments. These transactions now form the 
majority by value of the total. Although the Turkish lira is fully 
convertible, most international transactions are denominated in 
dollars or German marks due to continuing monetary uncertainty 
caused by Turkey’s high inflation rate. There are no known 
foreign-exchange limits placed on importers by the Turkish 
Government. 





- 12 - 


Deferred payment schedules are not common except in the case of 
large transactions where supplier financing plays a role. Large 
government procurement/coproduction tenders (especially in the 
defense sector) frequently involve language which stipulates that 
the bidder offer a countertrade proposal. Countertrade proposals 
often play an important role in the decision to award a large 
contract. Direct offsets are preferred over indirect offsets. 
Countertrade requirements have not been a serious obstacle but 
should be factored into pricing. 


Firms bidding on Turkish Government contracts should pay careful 
attention to the way proposals are prepared. Proposals should 
strictly follow descriptions made in the administrative 
specifications and financing costs should be factored into the bid 
price. Bids not in compliance with administrative specifications, 
are frequently rejected. Often technical and financial packages 
cannot be opened unless the bid is administratively compliant. 
Generally, validity of the proposal is required to be 3-6 months 
from the bid date. Government tenders often involve bid and 
performance bonds. Bid bonds are normally requested equivalent to 3 
percent of the value of the tender, while performance bonds are 
usually equivalent to 6 percent of the contract value. The bonds 
should not have an expiration date. The Turkish Government only 
calls these bonds in cases of extreme bad faith. No case is known 
to US&FCS Turkey. All bonds have to be counter-guaranteed by a 
Turkish national bank. 


Locally, commercial banks account for about 80 percent of the credit 
outstanding in the Turkish financial system. But, given the gap 
between Turkey’s extensive needs and its limited internally 
generated resources, external financing of public and private 
project investment will be a crucial factor in coming years. In 
addition to short-and medium-term credits available from commercial 
banks in local and foreign currencies and lower cost Turkish lira 
credits available from Turkish Eximbank, the Export-Import Bank of 
the United States (Eximbank) offers a variety of credit facilities 
to U.S. firms exporting to Turkey. The U.S. Trade and Development 
Program is active in financing prefeasibility and feasibility 
studies for major government projects. U.S. firms may also compete 
for contracts financed by the World Bank. Many major government 
tenders still require suppliers’ credits. 


Suppliers should consider unconventional project financing packages 
(e.g., the utilization of third country export credits) when bidding 
on government infrastructure projects. For all sales, exporters 
should be prepared to be "flexible" and try to accommodate 
customers’ needs, building any additional associated cost into the 
offer price. Foreign commercial banks, which have been supplying 
Turkey with short-term credits for the last several years, were 
offering medium-term facilities as well prior to the advent of the 
Gulf Crisis. Following the Gulf War, medium-term facilities once 
again have become available on a limited basis. In general, foreign 
currency credits are available from foreign banks. 





